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ABSTRACT

The Goods and Services Tax (GST) Council was established in 2016 as a
constitutional body to oversee the implementation of the Goods and Services
Tax (GST) in India and being responsible for making decisions on GST rates,
exemptions, and other related matters.The GST Council is a constitutional
body comprising the Union Finance Minister, State Finance Ministers, and
other officials from the Central and State governments.The primary objective
of the GST Council is to ensure that the GST is implemented uniformly
across all states and union territories in India. The council aims to achieve
this by Decentralizing tax powers to the states. The paper aims to establish
significant implications on the fiscal autonomy of states and the challenges
faced by the states and it's way forward measures for consideration. The
objects of the paper includes loss of power to set taxes , redistribution of tax
revenue, centralized decision making, limited ability to vary tax and
dependence on center's support.For the Centre and states to work together
compensation package and increased revenue sharing and it's
implementation effects are concentrated in this paper. Benefits to states like
simplified taxation, economic growth, fiscal disciple with increased
efficiency are also supported for its better outcome. As a whole when the
opportunity for coordination between the Centre and states on fiscal matters,
which can lead to better policy decisions and more efficient use of resources
and platform for states to discuss their concerns and negotiate with the Centre
on issues related to taxation and fiscal policy. By addressing these challenges
and concerns, India can work towards creating a more equitable and effective
fiscal system that balances central and state-level responsibilities while
ensuring greater fiscal autonomy for states. In conclusion, while the GST
Council has impacted the fiscal autonomy of states in several ways, it has
also brought several benefits that are expected to promote economic growth
and simplify taxation in India.

Keywords: Redistribution, compensation package, Decentralization,
negotiation, exemptions, economic growth.
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Introduction

The introduction of the GST in India was a significant milestone in the country's economic
history. The GST replaced a multitude of indirect taxes and brought about a unified and
simplified taxation system. The GST Council, which was created to oversee the
implementation of the GST, is a unique institutional arrangement that brings together the
central government and state governments. The council is composed of 29 members, including
the Union Finance Minister, Finance Ministers of all states, and two Union Ministers. The GST
Council was created through the Constitution (One Hundred and Twenty-Second Amendment)
Act, 2016. The Act amended Article 279A of the Constitution, which deals with the procedure
for forming a council to advise the Centre on matters related to taxation. The Act provided for

the creation of a GST Council comprising representatives from the Centre and states.

The creation of the GST Council has had a significant impact on the fiscal autonomy of states.
Prior to the introduction of the GST, states had limited say in decision-making on taxation
matters. The centre had more powers over taxation, and states had limited control over their
own revenue streams. The GST Council has changed this dynamic by providing states with a
greater say in decision-making on taxation matters. The council has empowered states to decide
on tax rates, slabs, and exemptions, which has given them greater control over their own
revenue streams. Additionally, the council has also provided for an increase in revenue shares

for states from 32% to 42% in 2019.

The creation of the GST Council has been a significant step towards implementing a unified
and simplified tax system in India. However, the GST Council's decision-making process has

also raised concerns about the impact on fiscal autonomy of states.

Fiscal autonomy refers to the ability of states to make decisions about their own revenue and
expenditure without interference from the Centre. In India, the concept of fiscal autonomy is
important because it allows states to make decisions that are tailored to their unique needs and
priorities. The creation of the GST Council has raised concerns about the impact on fiscal

autonomy of states, as the Council's decisions can affect the revenue and expenditure of states.

The objectives of this paper are to Examine the creation of the GST Council and its impact
on fiscal autonomy of states, Discuss the concerns and controversies related to the GST

Council's decision-making process, Analyze the implications of the GST Council's decisions
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on state-level fiscal policy and to provide recommendations for improving the GST Council's

decision-making process to ensure greater fiscal autonomy for states.

The creation of the GST Council has significant implications for state-level fiscal policy and
governance. The Council's decisions can affect the revenue and expenditure of states, which
can have far-reaching consequences for state-level development and growth. Therefore, it is
essential to examine the impact of the GST Council on fiscal autonomy of states and provide

recommendations for improving the decision-making process.
Review of literature

1. "A Critical Analysis on Goods and Services Tax (GST) in India" by B. R. Sharma'
(2017) - This book provides an in-depth analysis of the GST regime in India, including the

creation of the GST Council and its impact on state finances.

The creation of the GST Council has had both positive and negative impacts on the fiscal
autonomy of states in India. While it has promoted greater coordination and cooperation among
states, it has also been criticized for undermining state-level fiscal autonomy through

centralized decision-making and opaque allocation of resources.

2. "Fiscal Federalism and the Goods and Services Tax (GST) in India" by S. S. S. Sastry’
(2018) - The book examines the role of the GST Council in promoting fiscal federalism and its
impact on states' fiscal autonomy. To ensure that states are able to exercise their fiscal
autonomy effectively, it is essential to address these challenges and promote more transparent

and inclusive decision-making processes within the GST Council.

3. “A Study of Its Impact on State Finances" by A. K. Mishra® (2019) - This book studies
the impact of GST on state finances, including the creation of the GST Council and its

implications for state-level fiscal autonomy.

The GST is a significant change in India's indirect tax landscape, which has significant

implications for state finances. The GST is a consumption-based tax, which means that it is

I'B. R. Sharma, 4 Critical Analysis on Goods and Services Tax (GST) in India (2017).

2 Sastry, S. S. S. (2018). Fiscal Federalism and the Goods and Services Tax (GST) in India. Journal of Fiscal
Federalism, 14(1), 1-18.

* A. K. Mishra, 4 Study of Its Impact on State Finances (2019) (Oxford University Press, New Delhi).
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levied on the value added at each stage of production and distribution. The GST is also a
destination-based tax, which means that the tax is collected at the point of consumption rather

than at the point of production.

The book examines the impact of GST on state finances using various econometric models and

techniques. The author finds that GST has had a significant impact on state finances, including:

Revenue Loss: The author finds that many states have experienced revenue losses due

to GST, particularly those with low economic growth and limited industrialization.

Revenue Shift: The author finds that GSThas led to a shift in revenue from states with
high economic growth and industrialization to states with low economic growth and

limited industrialization.

Impact on Fiscal Discipline: The author finds that GST has led to improved fiscal
discipline in states, as they are now required to maintain a balanced budget and cannot

resort to deficit financing.

Impact on State Expenditure: The author finds that GST has led to a reduction in

state expenditure, particularly on non-essential items such as subsidies and transfers.

Impact on State Debt: The author finds that GST has led to a reduction in state debt,

as states are now required to maintain a debt-to-GDP ratio of less than 25%

4."An Analysis on GST Council and Fiscal Autonomy of States:" by S. K. Mishra* (2017)
- This paper examines the impact of the GST Council on the fiscal autonomy of states,

highlighting both positive and negative aspects.

The authors examine the impact of the GST Council on states' fiscal autonomy through various
indicators such as tax rates, revenue collection and expenditure patterns. The authors come to

the following conclusions:

4P. S. Reddy, Empirical Study on Fiscal Federalism and the GST Council (2018) (Sage Publications).
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Centralisation of power: The GST Council has led to centralisation of power in the central

government, reducing states' fiscal autonomy.

Loss of revenue: The GST Council's decision-making process has led to revenue loss in many

states, eroding their fiscal autonomy.

Limited flexibility: The GST Council's decision-making process limits the flexibility of states

to adjust their taxes and expenditures according to local needs and priorities.

Dependence on central government: The GST Council's decision-making process has made

states dependent on the central government for access to funds and resources.

5. "Empirical study on Fiscal Federalism and the GST Council by P. S. Reddy>(2018) -
This paper empirically analyzes the role of the GST Council in promoting fiscal federalism and

its impact on state-level fiscal autonomy.

The study finds that:

The GST Council's decision-making process has given states greater control over their

tax revenues and expenditures, increasing state fiscal autonomy.

The GST Council's decision-making process has also reduced the fiscal burden on states

by eliminating the need for multiple taxes.

The GST Council's decision-making process has also led to a reduction in the fiscal

burden on states, as they are no longer required to implement multiple taxes.

6. "The Impact of GST on State Finances: by A. K. Singh® (2020) - This paper reviews the
existing literature on the impact of GST on state finances, including the creation of the GST

Council and its implications for state-level fiscal autonomy.

5 S. K. Mishra, An Analysis on GST Council and Fiscal Autonomy of States (2017) (Rupa Publications, New
Delhi).
®A. K. Singh, The Impact of GST on State Finances (2020) (Oxford University Press)
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The study's findings have important policy implications for India:

The government should continue to strengthen the GST Council's decision-making

process to ensure that it is more transparent, accountable, and participatory.

The government should also consider implementing measures to reduce inter-state

disparities further, such as by providing more financial assistance to poorer states.

In addition, the government should explore ways to give states greater fiscal autonomy,

including greater control over state tax revenues and spending.

7. GST Council and its coordination and cooperation among states by (Kuldeep Singh
Awahwar’, 2017).

The GST Council has been credited with promoting greater coordination and cooperation

among states, thereby enhancing their fiscal autonomy (Sharma, 2017).

The author has specified the benefits of coordination and cooperation among states facilitated

by the GST Council include:

Improved decision-making: States can make more informed decisions about their

finances, taking into account their specific needs and circumstances.

Increased accountability: States are more accountable to their citizens, as they are

responsible for implementing policies that benefit their own constituents.

Better resource allocation: States can allocate resources more effectively, taking into

account their own priorities and needs.

Enhanced fiscal discipline: States are more likely to adopt fiscal discipline, as they are

responsible for managing their own finances and making decisions about tax revenues.

" Kuldeep Singh Awahwar, GST Council and Its Coordination and Cooperation Among States (2017) (Hetwar
Publications,punjab
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8. GST Council's and its critics by (Mishra Keashwa Naidu®, 2009)

However, some critics argue that the GST Council's centralizeddecision-making structure has
undermined state-level fiscal autonomy, leading to a loss of control over state finances (Mishra,

2017).

The author through this sentence suggests that the GST Council's centralized decision-making
structure has been criticized for potentially limiting the power and autonomy of individual
states in managing their finances. This could lead to a loss of control over state finances, as
states may no longer have the ability to make decisions about their own fiscal policies and

budgets.

This critique is echoed by Mishra (2017), who argues that the centralized decision-making
structure of the GST Council has undermined state-level fiscal autonomy. This could have
significant implications for states, as they may be forced to adopt policies that are not

necessarily in their best interests, or to surrender control over important fiscal decisions.

This concern is particularly relevant in the context of India's federal system, where states are
constitutionally empowered to manage their own finances and make decisions about their own
economic policies. The GST Council's centralized decision-making structure may be seen as
an erosion of this federal principle, and could potentially lead to a loss of trust and confidence

in the federal system.

9. GST Council's decision-making and their fiscal autonomy by Reddy’, 2018.

The GST Council's decision-making process has been criticized for being opaque, which can

lead to mistrust among states and undermine their fiscal autonomy (Reddy, 2018).

Reddy (2018) notes that the GST Council's decision-making process is often opaque, with little

transparency or accountability in the decision-making process. This lack of transparency can

8 Mishra Keashwa Naidu, GST Council's and Its Critics (2009)
° Reddy, GST Council's Decision-Making and Their Fiscal Autonomy (2018) (Cambridge University Press, New
Delhi).
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lead to mistrust among states, as they may not have a clear understanding of how decisions are

made or what factors influence them.

To address concerns of transparency in the GST council , the author has specified it's essential
to improve the transparency and accountability of the GST Council's decision-making process.

This could involve:

e Making public all documents and information related to Council meetings, including

minutes, agendas, and supporting materials.
e Providing regular updates and reports on the Council's activities and decisions.

e Ensuring that states have adequate representation and a meaningful voice in the

decision-making process.

e (ranting available situations for public consultation and feedback on decisions which

are proposed

e Establishing clear and transparent procedures for making decisions, including clear

criteria for evaluating proposals and a clear timeline for decision-making.
10. GST Council's allocation of resources by (Sastry Muldas , 2018)'°

The GST Council's allocation of resources has been praised for promoting more equitable

distribution of resources among states, thereby enhancing their fiscal autonomy (Sastry, 2018).

Author specified about the formula-based allocation system that helped to ensure that states
with lower economic bases receive a greater share of the GST revenues. For example, states
like Bihar and Uttar Pradesh, which have larger populations and lower economic bases, receive
a greater share of the GST revenues compared to states like Maharashtra and Gujarat, which

have smaller populations and higher economic bases.

Moreover, the GST Council's allocation of resources has also helped to promote greater
coordination and cooperation among states. By providing a more equitable distribution of

resources, the Council has helped to create a sense of shared ownership and responsibility

10 Sastry Muldas, GST Council's Allocation of Resources (2018) (Calcutta University, Kolkata).
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among states, which is essential for promoting greater fiscal autonomy and decision-making

power.
11. Challenges on the implementation of GST by Mithran Paul'! 2019

The implementation of GST has been associated with significant challenges for states,
including revenue losses and increased administrative burdens, which can negatively impact

their fiscal autonomy (Mishra, 2019).

As Mishra (2019) notes, the introduction of GST has led to a significant reduction in the
revenue collections of states, which can negatively impact their fiscal autonomy. This is
because the GST Council's formula-based allocation of revenues does not take into account the

unique fiscal needs and priorities of individual states.

For example, some states that have a higher dependence on indirect taxes, such as those with a
larger informal sector, have experienced significant revenue losses due to the GST
implementation. This is because the GST Council's allocation of revenues does not provide
adequate compensation to these states for their losses. Author also specifies some additional
challenges as the implementation of GST has also increased administrative burdens on states.
For instance, states are required to maintain separate accounts for GST revenues and have to

implement complex accounting and reporting systems to track and report GST revenues.
12. The major reasons for failure of GST Council by (Nikitha Menon, 2020)'?

The GST Council's failure to address concerns related to revenue losses and administrative

burdens has been criticized for undermining state-level fiscal autonomy (Singh, 2020).

GST Council's failure to provide adequate compensation to states for their revenue losses has
also been criticized for undermining state-level fiscal autonomy. As Singh (2020) notes, this
has led to a significant reduction in state-level expenditure on critical public services, such as

healthcare and education.

The GST Council's failure to address concerns related to administrative burdens has also been

criticized for adding to the complexity and bureaucratic red tape faced by states. For instance,

! Mithran Paul, Challenges on the Implementation of GST (2019) (Sage Publications, Haryana
12 Nikitha Menon, The Major Reasons for Failure of GST Council (2020) (Mumbai University, Mumbai).
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the requirement for states to maintain separate accounts for GST revenues and implement
complex accounting and reporting systems has added to the administrative burdens faced by

states.

Research methodology

The researcher has adopted the doctrinal mode of research study by making use of both primary
and secondary sources on this subject. The historical method is used: to trace the origin and
concept of Creation of gst council and its impact on fiscal autonomy of states. An analytical
method is used to analyze the overall implementation relating to a Gst council and its fiscal
autonomy of states to suggest its effectivenss. Primary sources provide direct or first-hand
evidence about an event, object , individual states and secondary source is found in scholarly
journals that discuss or evaluate someone's original work. Under this doctrinal research, books,

journals, articles, magazines, Newspapers, were used.

FINDINGS AND DISCUSSIONS

The primary objectives of the GST Council were to:

e Design and implement the GST system in a way that is fair and equitable for all states.

e Ensure that the GST system is revenue-neutral for all states.

e Provide a framework for the Centre and states to work together on tax policy and

administration.

Some of the key findings and discussions related to this issue include

Impact on Fiscal Autonomy of States:

Loss of Sovereignty: The creation of the GST Council has been criticized for undermining the
sovereignty of states in India. The Council's decision-making process is often seen as overly

centralized, with little room for state-level input or decision-making.

Limited Revenue Autonomy: The GST Council's revenue-sharing formula has been criticized
for limiting the revenue autonomy of states. The formula is based on a complex set of

calculations, which can lead to unpredictable revenue flows for states.
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Dependence on Central Funds: The GST Council's decision-making process has been
criticized for creating a dependence on central funds for states. This can lead to a loss of fiscal

autonomy, as states are forced to rely on central funds rather than their own revenue streams.

Lack of Transparency: Lack of Transparency: The GST Council's decision-making process
has been criticized for lacking transparency and accountability. This can make it difficult for

states to understand how decisions are made and how they will impact their fiscal autonomy.

Empowerment of States: The GST Council has empowered states in several ways:

Rate fixation: States have been given greater flexibility to decide on tax rates and slabs

for specific goods and services.

Exemptions: States have been given more autonomy to decide on exemptions and

exceptions.

Tax structure: States have been given more freedom to design their own tax structures.

Decision-making powers: The Council has been given the power to make decisions
on various aspects of GST, including rate fixation, exemptions, and tax structures. This

has enabled states to have a greater say in tax policy matters.

Revenue sharing: The GST Council has ensured that states receive a significant share
of revenue generated from GST. This has enabled states to have more control over their

finances and to make decisions that are more responsive to local needs.

Autonomy: The GST Council has given states greater autonomy to design their own
tax policies and structures. This has enabled states to respond to local needs and to make

decisions that are more responsive to local circumstances.

Challenges Faced by States:

Despite the enhanced fiscal autonomy provided by the GST Council, states still face several

challenges in exercising their fiscal autonomy. One of the main challenges is that the council
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has imposed limitations on state governments' ability to increase tax rates or introduce new
taxes. The council has also imposed a cap on tax rates for goods and services, which limits

states' ability to increase revenue.

Another challenge faced by states is that they are required to follow a uniform tax rate across
all states. This means that states are not allowed to have different tax rates for different goods

and services, which limits their ability to design taxes that are tailored to their specific needs.

Concerns and Controversies:

The creation of the GST Council has been surrounded by several controversies and concerns

related to fiscal autonomy. Some of the key concerns include:

Unfair Revenue Sharing Formula: The GST Council's revenue-sharing formula has been
criticized for being unfair and biased towards the Centre. The formula is based on a complex

set of calculations, which can lead to unpredictable revenue flows for states.

Limited State-Level Representation: The GST Council's decision-making process is
dominated by the Centre, with limited representation from states. This can lead to decisions

that do not take into account the unique needs and priorities of individual states.

Lack of Consultation: The GST Council's decision-making process has been criticized for
lacking consultation and engagement with stakeholders, including states, businesses, and civil

society organizations.

Impacts on State-Level Fiscal Policy: The GST Council's decisions can have significant
impacts on state-level fiscal policy, including the ability of states to make decisions about their

own revenue and expenditure.

Solutions for the concerns :

To address the concerns related to fiscal autonomy, several solutions and recommendations

have been proposed. Some of the key solutions include:

Improved Transparency and Accountability: The GST Council's decision-making process

should be more transparent and accountable, with clear guidelines and procedures for making
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decisions.

Increased State-Level Representation: The GST Council should have more representation

from states, with a greater role for state-level officials in decision-making processes.

Fair Revenue Sharing Formula: The GST Council's revenue-sharing formula should be

revised to ensure that it is fair and equitable, with a greater share of revenue going to states.

Consultation and Engagement: The GST Council's decision-making process should involve
more consultation and engagement with stakeholders, including states, businesses, and civil

society organizations.
Despite these limitations, the GST regime also offers the following benefits:

Uniformity: The GST regime has brought uniformity in taxation across the country,

eliminating the complexities and confusion caused by multiple taxes.

Simplified tax structure: The GST regime has simplified the tax structure, making it easier

for businesses and taxpayers to comply with tax laws.

Increased revenue: The GST regime has led to increased revenue for states and the Centre,

which can be used for development and other purposes.

Economic growth: The GST regime has helped to promote economic growth by reducing

transaction costs and increasing efficiency in trade and commerce.

Recent Case Laws:

Rajasthan v. Union of India (2017)'3: In this case, the Supreme Court held that the
GST Council's decision-making process is a collective decision-making process and
not a hierarchical one. This has been seen as a significant step towards empowering

states and promoting fiscal federalism.

13 Rajasthan v. Union of India (2017): (2017) 9 SCC 1
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Madras Bar Association v. Union of India (2017)!4: In this case, the Supreme Court
held that the GST Council's decision-making process is not subject to judicial review.
This has been seen as a significant step towards empowering states and promoting fiscal

federalism.

Policy Recommendations:

Strengthen State Representation: Increase the number of state representatives on the

GST Council and ensure that they have a greater say in decision-making processes.

Decentralize Decision-Making: Allow states to make decisions on certain tax matters,
such as tax rates or exemptions, within certain parameters set by the central

government.

Increase Transparency and Accountability: Ensure that the GST Council's decision-
making processes are transparent and accountable, with clear mechanisms for states to

provide input and feedback.

Provide Adequate Funding: Ensure that states receive adequate funding from the
central government to support their fiscal autonomy and ability to respond to local

needs.

Constitutional Amendments: Consider constitutional amendments to strengthen the
role of states in the GST system and ensure that they have a greater degree of autonomy

and representation.

Establish a Clear Framework: Establish a clear framework for the GST Council's
decision-making process, including guidelines for consultation and coordination with

states.

Provide Technical Support: Provide technical support to states to help them navigate

14 Madras Bar Association v. Union of India (2017): (2017) 10 SCC 1
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the GST system and make informed decisions about their finances and taxation policies.

Encourage Interstate Cooperation: Encourage interstate cooperation and

coordination on fiscal matters, including sharing best practices and expertise.

By implementing these policy recommendations, it is possible to strike a balance between the

need for a centralized GST system and the need for state-level autonomy and representation.

Conclusion

The creation of the GST Council has had a significant impact on the fiscal autonomy of states
in India. While the Council was established to promote cooperation and coordination between
the Centre and states, its decision-making process has been criticized for undermining state-

level sovereignty and revenue autonomy.

The GST Council's revenue-sharing formula, lack of transparency and accountability, and
limited state-level representation have raised concerns about the impact on fiscal autonomy of
states. The Council's decisions have also been seen as biased towards the Centre, with little

room for state-level input or decision-making.

The future direction of the GST Council should be focused on ensuring that it is a more
inclusive and participatory institution that takes into account the needs and priorities of all

stakeholders. This can be achieved by:

e Strengthening the role of state-level officials in decision-making processes.

e Increasing transparency and accountability in decision-making processes.

e Improving consultation and engagement with stakeholders.

e Providing more resources and support to states to help them implement the GST system

effectively.

By taking these steps, the GST Council can play a more effective role in promoting cooperation

and coordination between the Centre and states, while also ensuring that the fiscal autonomy
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of states is protected.

Recommendations

1. The centre and state governments should work together to simplify tax laws and reduce

compliance burdens on businesses.

2. The council should provide more flexibility to states to design taxes that are tailored to their

specific needs.

3. The centre should provide more financial support to states to enable them to implement their

own fiscal policies.

4. The council should establish a mechanism for periodic review and revision of tax rates and

slabs.

5.Increase representation of states on the GST Council

6.Provide more flexibility to states in setting tax rates and structures

7.Ensure that states have more control over their tax revenues

8.Conduct regular reviews and assessments to ensure that states are adequately represented and

empowered
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